CITY OF FLORENCE, KENTUCKY

COMPREHENSIVE ANNUAL FINANCIAL REPORT

Year Ended June 30, 2018

Prepared by:
Linda J. Chapman
CFO/HR




CITY OF FLORENCE, KENTUCKY
COMPREHENSIVE ANNUAL FINANCIAL REPORT

Year Ended June 30, 2018

TABLE OF CONTENTS

INTRODUCTORY SECTION

Letter OF TranSmMItal. .. oot et e e e e e e e e
List of Principal OffiCials ..........ceoeeiiiiinii e
GFOA Certificate of ACRIBVEMENL. .. ... .. vttt et e et ettt e e e
Organizational Chart.............oouitiit e e e e

FINANCIAL SECTION

Independent AUItOr'S REPOM. ...t e e e
Management's Discussion and ANalySiS.............ooooiii

Basic Financial Statements:
Government-wide Financial Statements:

Statement Of NEt POSI O, .. ..ottt e e e e e e
StatemMEnt Of ACHVILIES. .. ... oottt e e e e e e e e e e e

Fund Financial Statements
Balance Sheet-Governmental Funds... T
Statement of Revenues, Expenditures and Changes in

Fund Balances-Governmental FUNAS..........coo oo e e

Reconciliation of the Statement of Revenues, Expenditures and Changes in

Fund Balances of Governmental Funds to the Government-wide..........................
Statement Of ACHVItIES. .. ... oot e e e e e e
Statement of Net Position - Proprietary FUNS. ...

Statement of Revenues, Expenses and Changes in Net Position -
Proprietary Funds...

Statement of Cash FIows Propnetary Funds .......................................................
Notes to the Financial Statements. .. ....oovi it e e e e e

Required Supplementary Information:

Budgetary Comparison Schedule - Budget and Actual - General Fund.......................
Budgetary Comparison Schedule - Budget and Actual - Infrastructure Fund..................
Schedule of City Contributions - Pension..............o.oooi i

Schedule of Proportionate Share of Net Pension Liability - Non-hazardous and

(R EEV2=] (¢ (o1 - TR PP PPN P PP
Schedule of City Contributions - OPEB.............coooo i

Schedule of Proportionate Share of Net OPEB Liability - Non-hazardous and
Hazardous...

Notes to Reqwres Supplementary Informatlon .......................................................

~N O O -

25
26

27
28
29
30
31
32
33
63
65

66

67
68

69
70



Combining and Individual Fund Statements and Schedules:
Combining Balance Sheet
Non-Major Governmental FUNAS... ..o
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Non-Major Governmental Funds..
Schedule of Revenues, Expenditures and Changes in
Fund Balances-Budget and Actual - Municipal Aid Fund...................oon,
Schedule of Revenues, Expenditures and Changes in
Fund Balances-Budget and Actual - Asset Forfeiture Fund................c......oo
Schedule of Revenues, Expenditures and Changes in
Fund Balances-Budget and Actual - Aquatic Center Fund...........c........

STATISTICAL SECTION

Financial Trends:
Net Position by COMPONENE.........c.oiiiiiiiiiii it e e
Changes iN NEt POSIHION. ..ottt e
Governmental Activities Tax Revenues by SOUrCe...........c.ooiiiiii s
Fund Balances of Governmental FUNAS..........coocveoiriiiiiii e
Changes in Fund Balances of Governmental FUNAS............oooooiis
Revenue capacity:
Governmental Activities Tax Revenues by SOUMCE...........cccoviiiiiiini
Assessed Value of Taxable Property..........ccociririeiieiiiiiiireie e
Property Tax Rates - Direct and Overlapping Governments................c..ooooinnn.
Principal Property TAXPaYETS...........coiuiiiiiiiiiiiiies ettt
Property Tax Levies and ColleCtions...........cocoiiiiiiiiii
Debt capacity:
Ratios of Outstanding Debt by TYPe........cooiiiiiiiiii e
Ratios of General Bonded Debt OQutstanding.............ooooo i
Direct and Overlapping Governmental Activities Debt..................
Legal Debt Margin INfOrmation.............ccoooiiiii
Pledged - REVENUE COVETBJE. .....c..o.oiu ittt e s
Demographic and Economic Information:
Demographic and Economic Statistics. ...
PrNCIPAI EMPIOYEIS. .. ...t ittt et e e
Operating Information:
Full-time equivalent City Government Employees by FUNCtion.............c.cocoon
Operating Indicators by FUNCHON...........cooviii .
Capital Assets Statistics by FUNCHON.............o.ooviiiiiiii

Independent Auditor's Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards.............c.cieeienenie

71

72

73

74

75

77
78
80
81
82

84
85
86
87
88

89
90
91
92
93

94
95

96

97
98

99



INTRODUCTORY SECTION




CITY OFM
F LOI\E NCE

KENTUCKY®

FINANCE DEPARTMENT

OFFICE OF THE FINANCE DIRECTOR

September 19, 2018

To the Mayor, City Council and Citizens of the City of Florence, Kentucky:

State law requires that all general-purpose local governments publish within seven months of
the close of each fiscal year a complete set of financial statements presented in conformity
with generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public accountants.
Pursuant to that requirement, we hereby issue the comprehensive annual financial report of
the City of Florence for the fiscal year ended June 30, 2018.

This report consists of management's representations concerning the finances of the City of
Florence. Consequently, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. To provide a reasonable basis for
making these representations, management of the City of Florence has established a
comprehensive internal contro! framework that is designed both to protect the government's
assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the City of Florence's financial statements in conformity with GAAP. Because
the cost of internal controls should not outweigh their benefits, the City of Florence's
comprehensive framework of internal controls has been designed to provide reasonable
rather than absolute assurance that the financial statements will be free from material
misstatement. As management, we assert that, to the best of our knowledge and belief, this
financial report is complete and reliable in all material respects.

The City of Florence's financial statements have been audited by Rankin, Rankin and
Company, a firm of licensed certified public accountants. The goal of the independent audit
was to provide reasonable assurance that the financial statements of the City of Florence for
the fiscal year ended June 30, 2018, are free of material misstatement. The independent
audit involved examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements; assessing the accounting principles used and significant
estimates made by management; and evaluating the overall financial statement presentation.
The independent auditor concluded, based upon the audit, that there was a reasonable basis
for rendering an unqualified opinion that the City of Florence’s financial statements for the
fiscal year ended June 30, 2018, are fairly presented in conformity with GAAP. The
independent auditor's report is presented as the first component of the financial section of
this report.

GAAP requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management's Discussion and
1
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Analysis (MD&A). This letter of transmittal is designed to complement MD&A and should be
read in conjunction with it. The City of Florence's MD&A can be found immediately following
the report of the independent auditors.

Profile of the Government

The City of Florence, founded in 1830, is located in the northern most part of the state,
situated in Boone County and is part of the Northern Kentucky Region, which ranks as one of
the top growth areas in Kentucky. The City of Florence currently occupies a land area of 10.4
square miles and serves an estimated population of 32,460. The City of Florence is
empowered to levy numerous sources of revenue including its major sources payroll tax,
business license tax, insurance premiums tax and a property tax on both real and personal
properties. [t is also empowered by state statute to extend its corporate limits by annexation,
which occurs periodically when deemed appropriate by the governing body.

The City of Florence operates under the Mayor/Council form of government. Legislative
authority is vested in the City Council, consisting of six City Council members. The Mayor is
the executive authority. The City Council is responsible, among other things for passing
ordinances, adopting the budget and appointing members to various boards. The Mayor
approves the hiring of all full time employees. The City Coordinator reports directly to the
Mayor and is responsible for carrying out policies and ordinances of the City Council and is
responsible for the development of short and long range planning, capital improvement
programs and running the day-to-day operations of the city. The City Council is elected on a
non-partisan basis. The Mayor serves based upon a 4-year term and the City Council serve
based upon a 2-year term. The next election for the Office of Mayor will be held in 2018 with
the Mayor to take office January 1, 2019. The next election for City Council will be held in
2018 with the Council to take office on January 1, 2019.

The City of Florence provides a full range of services, full time professional police force and
full time professional fire protection; advanced life support medic services; street
maintenance and improvement; water and sewer services; storm water collection; a full
range of recreational facilities and activities; cultural events; planning and zoning and code
enforcement.

The annual budget serves as the foundation for the City of Florence's financial planning and
control. All departments of the City of Florence are required to submit requests for
appropriation to the City Coordinator. The City Coordinator uses these requests as the
starting point for developing a proposed budget. The City Coordinator then presents this
proposed budget to the Mayor for review. The Mayor and City Coordinator then present the
budget to the City Council for review. Then, City Council budget work sessions are held on
the proposed budget. The final budget is adopted by July 1. The appropriated budget is
prepared by fund and department (e.g., police). Expenditures may not legally exceed
budgeted appropriations at the departmental level. Any revisions to the budget that would
alter total revenues and department expenditures of any fund must be approved by the City
Council.

Factors Affecting Financial Condition
The information presented in the financial statements is perhaps best understood when it is

considered from the broader perspective of the specific environment within which the City of
Florence operates.



Local economy. Florence’s location is a major factor in allowing it to become an economic
force in the Greater Cincinnati/Northern Kentucky region. Also, the consistent and persistent
effort put forth by Florence’s elected and appointed officials and other community leaders
over the past twenty years has positioned the City very well.

The focus on financial management and economic development has established the City as
a center of commerce in the Greater Cincinnati and northern Kentucky region. Private
investment and job growth continue in the city. Continuing efforts are paying dividends, and
the City is experiencing successes from large to small, all of which are very important to our
community.

The City continues to implement its annual plan to upgrade the City's infrastructure.
Contractors were hired and are replacing certain sidewalks and curbs and are repaving City
streets. The City has continuing plans to upgrade the water and sewer system as well as the
storm water infrastructure during the upcoming year. In addition to the annual pian, the City
maintains a rolling five-year capital plan for infrastructure, equipment and vehicles. The plan
is in place to address departmental needs and determine capital funding needs for the future.
Major infrastructure improvements such as streets, water and sewer have $50,000 annual
increases. All other amounts are at estimated actual costs.

The City does have multiple major projects planned for fiscal year 2018 that will carry over
into fiscal year 2019. Past fiscal year 2019 there are not any currently planned projects.
However, this is always subject to change. All projects and operations in the rolling five-year
plan have been provided for with the City's current reserves. The recent addition of additional
personnel and wage increases as part of operations will have a slight impact on reserves
moving forward but are inclusive in the plan. There are not any major future capital projects
or operational plans that will have a significant impact on the budget past the five-year plan.
The final debt service amounts will be retired in September of 2032 with significant amounts
of cash flow being increased with the two bond issues to be retired in June of 2027 and June
of 2028. As stated above, the City is focused on being in “maintain” mode to be able to
attract the business and resident mix necessary to preserve this viable community. Without
the continuous upkeep of the many features, infrastructure and amenities, this community
will suffer and that could potentially have a measurable impact on the long-range plans of the
City. The City has always looked past the five-year plan to assess what future maintenance
needs will transpire for the City as whole and how will we be able to fund those needs. That
is one of the reasons that the City has accumulated $73.3 million in reserves knowing the
importance of having a future funding mechanism for financial stability.

There were several state transportation projects that were completed during the year that are
all of great benefit to the residents, visitors and businesses of the City. In addition, the City is
moving forward with additional enhancements to Mall Road by widening turn lanes. The City
has also completed numerous sidewalk, street improvements, storm water, sanitary sewer
and water improvements throughout areas of the City. In addition, the City has started the
Rosetta, Kentaboo park and Nature Park reservation house projects.

Long-term financial planning. The five-year capital and operating budget plan referenced
above serves as a basis for the City's strategic plan. This plan carries out the City's vision as
adopted by the City Council. Long-term future sustainability is the primary focus of the
budget plans.




The City is continuing to explore the possibility of developing new parks and adding
amenities to existing parks. In addition, there is ongoing exploration on how to improve the
traffic flow throught the retail districts. After the completion of the projects mentioned in the
paragraphs above, there is no large construction projects planned.

Relevant Financial Policies

The City of Florence has adopted a comprehensive set of financial policies addressing
various areas of operations such as revenue collection, banking services, investment
policies, debt management, budget management and fund balance reserves.

The unassigned fund balance in the general fund is 171.51% of total general fund revenues
and falls within policy guidelines. The City strives to maintain at least 25 percent of total
general fund revenues so as to reduce amounts that may need to be borrowed in the future.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Florence for its comprehensive annual financial report (CAFR) for the fiscal year ended June
30, 2017. This was the fifteenth consecutive year that the City has achieved this prestigious
award. In order to be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized CAFR. This report must satisfy both GAAP and
applicable program requirements.

A Certificate of Achievement is valid for a period of one year only. However, we believe that
our current CAFR continues to meet the Certificate of Achievement Program’s requirements
and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this comprehensive annual financial report on a timely basis was made
possible by the dedicated service of the entire staff of the departments of Finance and
Administration. Each member of both departments has my sincere appreciation for the
contribution made in the preparation of this report. Credit must also be given to the Mayor
and Council for their unfailing support for maintaining the highest standards of
professionalism in the management of the City of Florence’s finances.

Respectfully submitted,

)

Linda J. Ch
CFO/HR
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INDEPENDENT AUDITOR’S REPORT

Honorable Diane E. Whalen, Mayor
Members of City Council
City of Florence, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of City of
Florence, Kentucky, as of and for the year ended June 30, 2018, and the related notes to the
financial statements, which collectively comprise the City of Florence, Kentucky's basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financia! statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity's preparation and fair presentation of the financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Florence, Kentucky, as of June
30, 2018, and the respective changes in financial position, and, where applicable, cash flows
thereof for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information on pages 13 and 63
and schedule of city contributions and schedule of proportionate share of net position liability on
pages 66 and 67 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express as opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Florence, Kentucky’s basic financial statements. The introductory
section, combining and individual nonmajor fund financial statements, and statistical section, are
presented for purposes of additional analysis and are not a required part of the basic financial
statements.

The combining and individual nonmajor fund financial statements are the responsibility of
management and were derived from and relate directly to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the combining and
individual budget and actual nonmajor fund financial statements are fairly stated in all material
respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures

applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.

10
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 11, 2018, on our consideration of the City of Florence, Kentucky's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is solely to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the City of Florence,
Kentucky's internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering City of
Florence, Kentucky's internal control over financial reporting and compliance.

RANKIN, RANKIN & COMPANY

/QW,/@ v

Ft. Wright, Kentucky
September 11, 2018
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CITY OFM
FLORENGE

FINANCE DEPARTMENT

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

As management of the City of Florence, we offer readers of the city’'s financial
statements this narrative overview and analysis of the financial activities of the City of
Florence, Kentucky for the year ended June 30, 2018. We encourage readers to
consider the information in conjunction with the letter of transmittal, which can be found
on pages 1-4 in this report.

Financial Highlights

The assets of the City exceeded its liabilities at the close of the most recent year by
$179,557,364 (net position). Of this amount, $73,850,517 (unrestricted net position)
may be used to meet the government'’s ongoing obligations to citizens and creditors.

As of the close of the current fiscal year, the City’'s governmental funds reported a
combined ending fund balance of $94,802,426. This was an increase of $6,632,436 in
comparison to the prior year. The increase was a combination of the City's general
operating fund, infrastructure fund and aquatic center fund.

At the end of the current fiscal year, unassigned fund balance for the general fund was
$65,617,732, or 177.22% of total general fund expenditures and transfers.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City's
basic financial statements. The basic financial statements encompass three
components: 1) government-wide financial statements; 2) fund financial statements;
and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements. These two statements report
the City's net assets and changes in them.

Government-wide financial statements. The government-wide financial statements
are designed to provide readers with a broad overview of the City's finances, in a
manner similar to a private-sector business.

The statement of net position presents information on all of the City's assets, liabilities
and deferred inflows/outflows of resources, with the difference being reported as net
position. Over time, the increases and decreases in net position may serve as a useful
indicator of whether the City’s financial position is improving or deteriorating. Other
nonfinancial factors such as changes in the City’s property tax base and the condition
of the City's infrastructure will also assist in assessing the overall financial health of the
City.

The statement of activities presents how the government’s net position changed during
the most recent fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of cash

13

8100 Ewing Boulevard ¢ Florence, Kentucky 41042-7588 ¢ (859) 647-5413 ¢ Fax: (859) 647-5447
www.florence-ky.gov



flows. As a result, revenues and expenses are reported in this statement for some
items that will only result in cash flows for future fiscal periods (e.g., uncollected
revenue and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City that
are principally supported by taxes, license fees and intergovernmental activities which
are considered governmental activities, from those functions that are intended to cover
all or a significant portion of their costs through user fees and charges which are
considered business-type activities. The governmental activities include most of the
City's basic services. These include but are not limited to police, fire, street
maintenance, parks and recreation, and general administration. The business-type
activities include the City’'s water and sewer service operations and the golf course
operations.

The government-wide financial statements include not only the City of Florence itself
(known as the primary government), but also the City of Florence Municipal Properties
Corporation for which the City is financially accountable.

The government-wide financial statements can be found on pages 25 and 26 of this
report.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities and
objectives. Some funds are required to be established by State law. However, the City
Council establishes many other funds with specific sources of revenue to help it control
and manage money for particular purposes (i.e., Infrastructure Fund and Aquatic
Center Fund) or to show that it is meeting legal responsibilities for grant and restricted
funds (i.e., Municipal Aid Fund and Asset Forfeiture Fund). All funds of the City can be
divided into three categories: governmental funds, proprietary funds and fiduciary
funds. The City's two kinds of funds, governmental and proprietary, use different
accounting approaches.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on how money flows into and out of those funds and
the balances left at year-end that are available for spending. The governmental fund
statements provide a detailed short-term view of the City's general government
operations and the basic services it provides. Governmental fund information helps to
determine whether there are more or fewer financial resources that can be spent in the
near future to finance the City's programs.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for the
governmental funds with similar information presented for governmental activities in the
government-wide financial statements. By doing so, readers may better understand the
long-term impact of the government's near-term financing decisions. Both the
governmental fund balance sheet and the governmental fund statement of revenues,
expenditures and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

14



The City of Florence maintains four individual governmental funds. Information is
presented separately in the governmental balance sheet and in the statement of
revenues, expenditures and changes in fund balances for the general fund which is
considered to be a major fund. Data from the other three governmental funds are
combined into a single, aggregated presentation. Individual fund data for each of these
non-major governmental funds is provided in the form of combining statements
elsewhere in this report.

The City adopts an annual appropriated budget for its general fund. A budgetary
comparison statement has been provided for the general fund to demonstrate
compliance with this budget.

The basic governmental financial statements can be found on pages 27-29 of this
report.

Proprietary funds. The City maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The City uses enterprise funds
to account for its water and sewer service operations and the golf course operations.
Internal service funds are an accounting device used to accumulate and allocate costs
internally among the City's various functions. The City uses an internal service fund to
account for its health and dental costs.

Proprietary funds provide the same type of information as the government-wide
financial statements, only in more detail. The proprietary fund financial statements
provide separate information on the water and sewer service and the golf course
operations, both of which are considered major funds of the City of Florence. Since
there is only one internal service fund, separate information is provided.

The basic proprietary fund financial statements can be found on pages 30-32 of this
report.

Notes to the financial statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements.

The notes to the financial statements can be found on pages 33-61 of this report.

Other information. In addition to the basic financial statements and accompanying
notes, this report also presents certain required supplementary information. The
budgetary comparison schedules and combining statements and schedules can be
found on pages 63-65 and 71-75 of this report.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a
government's financial position. In the case of the City of Florence, assets and deferred
outflows of resources exceeded liabilities and deferred inflows of resources by
$179,557,364 at the close of the most recent year.

The largest portion of the City’s net position (55.88 percent) reflects its investment in
capital assets (e.g. land, buildings, machinery and equipment), less any related debt to
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finance those assets that is still outstanding. The City uses these capital assets to
provide services to its citizens; consequently, these assets are not available for future
spending. Although the City's investment in its capital assets is reported net of related
debt, it should be noted that the funds needed to repay this debt must be provided from
other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

For the years ended June 30, 2018 and 2017 net position changed as follows amounts
in thousands):

Governmental Activities Business-type Activities Total
2018 2017 2018 2017 2018 2017
Current and other
assets $ 113652 $ 104913 $ 9616 $ 10,122 $ 123,268 $ 115,035
Capital assets, net 86,922 84,670 30,048 29,269 116,970 113,939
Total assets 200,574 189,583 39,664 39,391 240,238 228,974
Total deferred outflows
of resources 21,360 9,166 1,456 850 22,816 10,016
Other liabilities 4,479 3,051 1,285 957 5,764 4,008
Long-term liabilities 68,739 46,366 5,320 4,118 74,059 50,484
Total liabilities 73,218 49,417 6,605 5,075 79,823 54,492
Total deferred inflows
of resources 3,334 863 339 108 3,673 971
Net position:
Net Investment in
capital assets 71,532 67,635 28,798 27,622 100,330 95,157
Unrestricted 73,850 80,834 5,377 7,535 79,227 88,369

Total net position $ 145382 $ 148469 $ 34175 $§ 35057 $ 179,557 $ 183,526

At the end of the current fiscal year, the City was able to report positive balances in all
three categories of net assets, both for the government as a whole, as well as for its
separate governmental and business-type activities. The same situation held true for
the prior fiscal year.

Net position of the City decreased 2.21% or $4.0 million during the current fiscal year.
The decrease was mainly attributed to the prior period adjustment for the adoption of
GASB 75 during the year in the amount of $9.9 million. This adjustment was offset by
$5.9 million of growth in the revenue line items outpacing the growth in operating and
contractual expenses.

The city was required to adopt GASB Statement 68, “Accounting and Financial
reporting for Pensions, an amendment of GASB Statement No. 27" during fiscal year
2015 and GASB Statement 75, “Accounting and Financial reporting for
Postemployment Benefits Other Than Pensions” in fiscal year 2018. As a result of
those adoptions, the City has experienced an increase in deferred outflows and inflows
as well as long-term liabilities with the increase of the pension and OPEB liability in the
current year.

16



Changes in Net Position

Rewenues:

Program revenues:
Charges for senices
Operating grants and

contributions
Capital grants

General revenues:
Taxes
Other

Total revenues

Expenses:
Administration
Police
Fire
Public senices

Interest on long-term debt
Loss on disposal of assets
Water and sewer senvices

Golf Course
Total expenses

$

Gowernmental Activities

Business-type Activities

Increase in net position before
transfers and other expenses

Transfers

Increase in net position
Prior period adjustment
Net position - July 1
Net position - June 30

$

2018 2017 2018 2017
5,649,010 $ 5,309,491 $ 9,380,674 $ 9,700,538
708,361 911,098 - -
984,013 2,522,848 467,811 -
34,781,923 33,276,070 - -
1,323,362 1,349,319 105,755 67,849
43,446,669 43,368,826 9,954,240 9,768,387
4,520,114 4,041,965 - -
10,708,189 8,581,599 - -
9,737,520 8,736,082 - -
11,828,031 6,503,149 - -

484,822 502,887 52,065 101,267

- - 8,898,793 8,038,066

- - 1,216,792 1,209,663

37,278,676 28,365,682 10,167,650 9,348,996

6,167,993 15,003,144 (213,410) 419,391

(100,000) (100,000) 100,000 100,000
6,067,993 14,903,144 (113,410) 519,391
(9,154,714) - (768,604) -

148,468,703 133,565,559 35,057,396 34,538,005

145,381,982 $ 148,468,703 $ 34,175,382 $ 35,057,396

Governmental activities. Governmental activities decreased the City's net position by
$3.1 million, thereby accounting for 77.5% of the total reduction in net position. Key
elements of this reduction are as follows:

e Taxes increased $1.5 million over fiscal year 2017. The payroll tax position
increased by $790,500 during 2018 as a result of improved economic
conditions and increased economic development. In addition, the City also
experienced an increase in 2018 with occupational license fees increasing by
$155,000. The insurance premium tax experienced a slight increase in 2018 of
$32,600. The City’s property tax revenues increased due to an improvement in

an increased amount of tangible property and new

developments added to the tax roll. The property tax revenue increased by
$402,461. Economic development in fiscal year 2018 is ongoing with several
projects in various stages. Some of those projects will be finished and should

assessed values,
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be on the tax rolls for the 2018 taxes. The City has not raised the real property
tax rate since 2008,

e Capital grant revenue decreased by $1,538,835 as a result of the grants for
various road and sidewalk projects coming to an end. All projects were finished
during 2017. Operating grant revenue also decreased due to the elimination of
the SAFER grant awarded to hire six additional firefighters for both years. This
grant ended in the first quarter of fiscal year 2018.

e There was an increase of $8,912,994 for governmental activities as a result of
various infrastructure long-term projects and capital projects such as Rosetta
and the Nature Park starting at the end of fiscal year 2017 and continuing thru
fiscal year 2018. These projects will be ending during the 2019 fiscal year.
Some of the decrease was also the result of entries to record the GASB 68
pension liability changes that had a significant impact due to the increase in the
liability this year over the preceding year. In addition, the City needed to adopt
GASB 75 which added additional entries for expenditures related to
postemployment benefits other than pension. The City has recorded the
additional expenditures and OPEB liability related to the adoption of that
statement.

e As mentioned in the bullet point above, the City was required to adopt GASB
Statement 75. As a result of the adoption the City needed to record a prior
period adjustment in the amount of $9,154,714 which was the major
contributing factor to the overall decrease in net position for fiscal year 2018.
The adjustment negated the overall increase of $6,067,993 from operations and
resulted in a decline in net position of $3,086,721.

Revenues by Source - Governmental Type Activities

Charges for Operating
Other Services Grants and
$1,323,362 $5,649,010 Contributions
3% \ / 13% $708,361
2%
i ___..'_»«—J-K\Capital Grants
¢ i i and
;\ Contributions
k TEa $984,013
\““-. 2%
Taxes/
$34,781,923
80%

Business-type activities. Business-type activities decreased the City’s net position by
$882,014, accounting for 2.51 percent of the total decline in the government’s net
position. Key elements of this decrease are as follows:
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In reviewing the net (expense)/revenue, the water and sewer sales and service
function showed net income for the year of $2,913. The income was attributable
to the receipt of a capital grant for the new pump station in the amount of
$467,811. This was coupled with an increase in expenses in the amount of
$775,150. Depreciation expense was increased by $99,504 due to
infrastructure projects.

In addition, the City needed to adopt GASB 75 which added additional entries
for expenditures related to postemployment benefits other than pension. The
City has recorded the additional expenditures and OPEB liability related to the
adoption of that statement. As a result of the adoption the City needed to record
a prior period adjustment in the amount of $768,604 which was the major
contributing factor to the overall decrease in net position for fiscal year 2018.
The adjustment negated the net income of $2,913 from operations and resulted
in the overall decrease of in net position of $765,691 for the water and sewer
fund for the fiscal year.

The golf course fund showed a net loss for the year of $116,323 as a result of
operations. The loss was the result of a decrease in revenues of $37,905 due to
the wet spring and a hot and humid May/June. Operating expenses increased
by $7,283 due to the increase in maintenance and repairs and upgrades to the
irrigation system. In addition, an operating transfer was made during the year
as a result of the ongoing operating commitments.

Revenues by Source - Business Type Activities

Sewer Charges
24.10%

Golf Course
10.51%

Other Charges
3.33%

Transfers
1.05%

Water Charges
61.00%
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Financial Analysis of the Government’s Funds

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements.

Governmental funds. The focus of the City’'s governmental funds is to provide
information on near-term inflows, outflows and balances of spendable resources. Such
information is useful in assessing the City's financing requirements. In particular,
unreserved fund balance may serve as a useful measure of a government's net
resources available for spending at the end of a fiscal year.

At the end of the current fiscal year, the City's government funds reported combined
ending fund balances of $94,802,426, an increase of $6,632,436 in comparison with
the prior year. Approximately 69.21 percent of this total amount constitutes unassigned
fund balance, which is available for spending at the government's discretion. The
remainder of the fund balance is classified as nonspendable, committed to or assigned
to indicate that it is not available for new spending because of constraints that have
been placed on the use of these resources for specific purposes either internally or
externally.

The general fund is the chief operating fund of the City. At the end of the current fiscal
year, unassigned fund balance of the general fund was $65,617,732 while total fund
balance was $73,351,888. As a measure of the general fund's liquidity, it may be
useful to compare unassigned fund balance and total fund balance to total fund
expenditures. Unassigned fund balance represents 177.22 percent of total general
fund expenditures and transfers, while total fund balance represents 198.11 percent of
that same amount.

The fund balance of the City's general fund increased by $1,233,934 during the current
fiscal year. Key factors in this growth are as follows:

e Payroll taxes, property taxes and occupational licenses made a recovery and
produced results stronger than originally anticipated

e Insurance premium tax experienced a steady increase after slight increase in
the prior year

e The City enacted payroll and insurance premium tax increases on July 1, 2007
that were part of a long-range plan. This enactment has continued to enable the
City to build reserves.

e Several major construction projects were started at the end of fiscal year 2017
and continued into the current fiscal year that decreased the amount of the
excess at year-end.

e Operating expenditures are continuing to increase as a result of higher wages,
benefit costs and additional personnel in the fire and police departments.

The municipal aid road/LGEA fund has a total fund balance of $1,620,044, all of which
is restricted for street improvements and snow removal expenditures. The net increase
in fund balance during the year was the result of a decrease in the dollar amount of
street projects budgeted for the current year and a mild winter resulting in a decrease
in snow removal costs. The infrastructure fund had a total fund balance of
$16,452,772. The fund balance increased during fiscal year 2018 with a transfer of
$1.5 million that was made for future infrastructure projects. In addition, grant funds
were received for reimbursement of project costs on Renegade Way. The asset
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forfeiture fund had a decrease in fund balance of $3,950 as a result of increased
expenditures for the purchase of items to make the police department more efficient.
The aquatic center fund had a fund balance increase of $1,408,263 after a transfer in
from the General Fund of $1.7 million. This was offset by an increase in expenditures
and capital costs.

Proprietary funds. The City's proprietary funds provide the same type of information
found in the government-wide financial statements, but in more detail.

Unrestricted net position of the water and sewer service fund at the end of the year
amounted to $4,908,252 and those for the golf course operations amounted to
$468,834. The decline in net position for the water and sewer fund was $765,691 due
to the prior period adjustment in the amount of $768,604 for the adoption of GASB 75.
The net loss in the golf course fund was $116,323. Other factors concerning these two
funds have already been addressed in the discussion of the City's business-type
activities.

General Fund Budgetary Highlights

Over the course of the year, the City Council revised the general fund budget two
times. The budget amendments were to adjust the beginning fund balance to actual
and to increase/decrease revenues and expenditures to more closely reflect the
anticipated actual revenues and expenditures for the year based on prior year results
and current year developments.

In particular, during the first amendment, capital line items were adjusted to include
additional carryover amounts from the 2017 budget for projects that were started but
not completed by June 30, 2017. Salaries and benefits were adjusted for the addition
of a code enforcement officer. A line item was added to replace the turf field at the
stadium for $550,000. All beginning fund balance amounts were adjusted to reflect the
ending balances from the June 30, 2017 audit report.

The second amendment basically adjusted General Fund revenues for increases in
payroll taxes and EMS fees. There was an adjustment to expenditures to add $65,000
for updates to the security system and $225,000 for the purchase of two properties. An
additional transfer of $1.5 million was incorporated into Aquatic center to shore up
finances for future operations and capital needs. Water purchases were increased by
$300,000 due to a 3% rate increase passed on to the City by the Boone—Florence
Water Commission.

All of the general fund department’s actual results came in under the final budgeted
amounts. All departments were under budget in the salaries, pension costs and health
insurance line items. Travel and training, community relations and supply reductions in
each department also contributed to lower than budgeted amounts. Motor fuel costs
also came in under budget in all of the departments due to the decrease in the cost of
a barrel of oil. The overall philosophy implemented in previous years to only make
necessary purchases continues to contribute to lower expenditures throughout the City
departments.

The current year budget relied on the expectation of relatively flat property tax revenue
and slight increases for payroll tax, occupational license fees and insurance premium
tax revenues. The property tax, occupation license fees, insurance premium tax and
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the payroll tax all resulted in higher than anticipated amounts. Final actual revenue
categories exceeded final budgeted revenue amounts by $2,743,978. This was due to
the growth in the revenue for the above mentioned categories as well as interest
income. Actual expenditures and transfers came in $5,205,446 under the budget
amounts. The departments continued to monitor expenditures during the year and
some major capital tasks were not being completed by June 30. However, the City
made a year-end transfer to the aquatic center fund for a future operations and capital
needs. Despite the year-end transfer, the City's excess revenues, operational
expenditure controls coupled with capital improvements not being completed, the City
ended the year with a fund balance that was $1,233,934 greater than what was
budgeted.

DEBT AND CAPITAL ASSET ADMINISTRATION

Long-term Debt

At year-end, the City had $17,045,000 in outstanding bonds compared to $18,330,000
last year. That is a decrease of $1,285,000 or 7.01 percent as shown in the following
table:

Governmental Business-type
Activities Activities Totals
2018 2017 2018 2017 2018 2017
Bonds payable
Obligations
(backed by
fee revenues) § - S - $ 1375000 § 1,595,000 § 1,375,000 $ 1,595,000

Bonds payable
(backed by city) 15,670,000 16,735,000 15,670,000 16,735,000

Totals $ 15670000 $ 16,735000 $ 1,375000 $ 1595000 § 17,045000 $ 18,330,000

Additional information on the City's long-term debt can be found in Note E on pages
44-47 of this report.

Capital Assets

At June 30, 2018, the capital assets amounted to $255 million invested in capital
assets which include land, water and sewer systems, equipment, vehicles, buildings,
park facilities, roads and sidewalks. This represents a net increase of $9.0 million, or
3.66 percent, over last year due to the investment in street projects, storm water
projects, and water and sewer infrastructure improvements. The increase can also be
attributed to the replacement of vehicles and equipment during the fiscal year.
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Activities Activities
2018 2017 2018 2017

Not being depreciated:
Land $ 11,071,529 $ 10,461,529 4,785,542 4,785,542
Construction in progress 4,001,701 301,096 61,180 145,792
Other capital assets

being depreciated:
Improvements 21,765,186 20,499,246 616,231 616,231
Water and sewer system - - 48,894,881 46,719,398
Infrastructure 119,111,166 118,932,998 - -
Buildings 23,338,855 23,338,855 4,200,497 4,200,497
Computer upgrade - - - -
Water meters - - 1,649,264 1,630,566
Machinery and equipment 5,434,358 4,964,168 2,072,216 2,047,088
Vehicles 6,892,296 6,876,880 1,604,075 1,215,025

Subtotal 191,615,091 185,374,772 63,883,886 61,360,139

Accumulated

depreciation (104,693,079) (100,705,037) (33,835,752) (32,091,541)
TOTALS $ 86,922,012 $ 84,669,735 § 30,048,134 $ 29,268,598
This year's major additions included:
Business-type activities:
Water and sewer system improvements paid for with system revenues 829,758
Governmental-type activities:
The purchase of equipment and vehicles with general fund revenues. 1,116,587
Improvements and street projects paid for with state grant funds

and general fund revenues. 2,256,087

4,202,432

Governmental

Business-type

Additional information on the City’s capital assets can be found in Note D on pages 42-

43 of this report.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The upcoming budget brings with it a continuing conservative approach for the revenue
amounts. The City of Florence has experienced economic growth during the last two
years and seems to have had a slight recovery in the areas of property tax, payroll tax,
occupational license fees and insurance premium taxes during the current fiscal year.
The City has been successful in dealing with budget realities in a positive manner to
remain financially sound. The budget for the 2019 fiscal year calls for core revenues
remaining consistent with actual results for fiscal year 2018. It is anticipated that
property tax revenue will remain constant with the level experienced during the prior
fiscal year and that Council will not adopt a property tax increase for the ninth year in a
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row. The City expects slight growth in the core revenue line items. The City did cut the
insurance premium tax rate from 8% to 5% effective July 1, 2018. This will result in an
estimated decline in this line item of approximately $2.0 million. The City has taken an
extremely conservative approach to our expenditures to be able to continually provide
the highest level of service for the residents. The City will once again reinforce the
philosophy about only purchasing that which is deemed to be a necessity. The City will
experience some growth with due to a few development projects in the beginning
stages. The rising cost of all types of insurance, including liability, workers
compensation, and health and dental continues to be an annual struggle. In addition,
health care reform costs, state mandated retirement contributions and rising utility
costs are continuing to increase the annual growth of the City’s expenditures. The City
is constantly looking for ways to operate the departments more efficiently and
effectively. In addition, some changes have been made to the employee benefits to
assist in curtailing personnel cost increases in the future.

The City continues to implement its annual plan to upgrade the City's infrastructure.
Contractors were hired and are replacing certain sidewalks and curbs and are repaving
City streets. The City has continuing plans to upgrade the water and sewer system as
well as the storm water infrastructure during the upcoming year.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and
creditors with a general overview of the City's finances and to show the City's
accountability for the money it receives. If you have questions about this report or
need additional financial information, contact the Administrative Office or the
Department of Finance at 8100 Ewing Boulevard, Florence, Kentucky.

Linda J. Chapman CPA
CFO/HR
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